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Introduction
The high correlation between domestic savings and investment is well known as the Feldstein-Horioka puzzle (henceforth FHP) . It has started with Feldstein and Horioka (1980, henceforth FH) where they have shown with the cross-section data of 16 OECD countries for the period [1960] [1961] [1962] [1963] [1964] [1965] [1966] [1967] [1968] [1969] [1970] [1971] [1972] [1973] [1974] , that investment and saving ratios are highly correlated. Therefore, they argued that domestic saving is the main source of funds for investment, which in turn, according to them implies that international capital mobility is low. However, this implication as evidence against capital mobility was questioned by some authors. Jensen (1996 Jensen ( , 1998 , Coakley and Kulasi (1997) and Pelgrin and Schich (2004) interpret the close long run relationship between the investment and saving ratios as a solvency condition that must be satisfied and not as evidence against international capital mobility. Nevertheless, we take the view that the FHP is a simple and indirect test on the extent to which capital is mobile across the countries and if tested for structural breaks it can also give an indication about changes in capital mobility. Capital mobility, in its own right, is important because it has implications for single currency debates, tax policies on capital and saving, whether growth is constrained by domestic saving and for the crowding effects of fiscal deficits. On the other hand if capital mobility is high, countries cannot pursue independent monetary policies. Because of these policy implications Obstfeld and Rogoff (2000) have called FHP the mother of all puzzles.
In the FH cross section regressions of the ratio of investment to GDP (investment ratio) on the ratio of saving to GDP (saving ratio), the coefficient of the saving ratio, known as the saving retention coefficient ( β ), was almost unity. This puzzle, in spite of a number of empirical investigations with alternative data sets, specifications and estimation technique, still remains a puzzle. The vast empirical literature on FHP is comprehensively surveyed by Apergis and Tsoumas (2009) . They conclude that the majority of the empirical studies do not support the original strong results of FH but found that this correlation still exists in a weaker form in that β seems to have decreased and significantly less than unity.
The outline of this paper is as follows. Section 2 briefly reviews a few relevant empirical works. In Section 3 empirical results for panel unit root and cointegration tests and estimates of the cointegrating equations with tests for structural breaks are presented. Section (2007), Herwartz and Xu (2009) and Fouquau et al. (2009) . 2 The results in these studies differ considerably with some supporting and some against the validity of FHP.
Brief Overview of Panel Studies on FHP
The null hypothesis is that, under complete capital mobility β in equation (1) 1921-1992 and 1950-1992 implying that capital mobility has increased in the Asian countries. In contrast Giannone and Lenza (2004) and Murthy (2007) have found that there is no evidence to support for the validity of the FHP, the aforesaid studies and others have found that β is well below unity and provide some support for the existence of FHP in a weaker form. However, in all these studies there were no formal tests for structural breaks in the relationship between saving and investment. Given that some major international agreements have been negotiated and integration of international financial markets in OECD countries. Similar findings on OECD and developing countries are also made by Coakley et al. (1999 Coakley et al. ( & 2004 . Cadoret (2001) accepted to increase globalisation to increase trade and capital mobility, it is likely that structural changes might have taken place in the relationship between investment and saving.
In this paper we investigate this aspect of the FHP.
Empirical Results

Unit roots and Cointegration
Our sample comprises 13 OECD countries for which data are available from 1960-2007.
These are Australia, Belgium, Denmark, Finland, France, Great Britain, Germany, Greece, Ireland, Italy, Spain, Sweden and the USA. Definitions of the variables and sources of data are in the appendix.
We started through testing for the presence of unit roots in the two variables, namely ITY and The panel unit root test results are given below in Table 1 . The results for the panel long run estimators using panel FMOLS are reported in Table 3 . 4 The estimates of β is around 0.3 and 0.6 in FE and RE models, respectively. This crucial savings retention coefficient is significant at the 5% level. The country specific estimates of β vary widely and this is not uncommon in the panel data studies. 
Effects of Bretton Woods and Maastricht Agreements
We shall examine the effects of two important agreements to increase capital mobility viz., the Bretton Woods and Maastricht Agreements. 5 For simplicity, we divided our sample into sub-sample periods to capture the effects of Bretton Woods and Maastricht agreements.
It is improbable that these two agreements had instantaneous impact on capital mobility from 1972 and 1992 respectively. Hence we assume that a lag of 3 years is reasonable for their where all cointegration tests does not reject the null of no cointegration. In light of the above observations, we assert that there is no strong evidence that there is no cointegration in the two sets of sub-sample periods, except for RE model in the post Maastricht period. Notes: FE Model is fixed effects model and RE Model is random effects model. The t-ratios are in the parentheses and * and ** indicates significance at the 5% and 10% levels, respectively.
Estimates of the cointegrating equations for two sets of sub-samples are reported in Table 5 . The pre Bretton Woods period highlights that the estimate of β is 0.467 and 0.742, respectively, in the FE and RE models. In both models the estimate of β has decreased to 0.266 and 0.486, respectively, in the post Bretton Woods period. Similar results are also found between the pre and post Maastricht periods. The estimate of β has decreased from 0.443 to 0.248 in the FE model and from 0.652 to 0.115 in the RE model. The country specific estimates of β based on the sub-sample periods are not reported but available from the authors upon request. These results show that for majority of the OECD countries, the estimates of β has slightly declined due to the Bretton Woods and Maastricht agreements, thus implying that international mobility of capital has marginally increased in these countries. We have also tested for structural breaks using the Westerlund (2006) (1966 ), Australia (1972 ), Great Britain (1970 ) and Italy (1970 . In the other countries the break occurred later in the late 1970s and early 1980s. These countries are Belgium (1981), France (1980) , Greece (1983 ), Ireland (1981 ), Spain (1983 and the USA (1977) . In Germany and Sweden the break seems to have taken place in the late 1980s. There is thus a mixed result that the Bretton Woods agreement had a uniform effect on all the OECD countries to increase capital mobility. This prolonged period for structural adjustments may be due to the differences in the response by these countries to the economic uncertainties of the early 1970s. During this period the Bretton Woods fixed exchange rate system collapsed and was replaced with different managed exchange rate systems. There were high inflation and severe energy crises which in turn encouraged more conservative budgetary and monetary policies as well as some market liberalisation policies. Therefore, an improvement in the international capital mobility seems to have taken place over a longer time span and at different times in different countries.
In contrast the dates for the second break are more uniform and around the late 1980s and the early 1990s. A second structural break occurred in 9 out of the 13 OECD countries and these are Australia (1990) , Denmark (1989 ), France (1996 ), Great Britain (1990 ), Ireland (1988 ), Italy (1992 , Spain (1992) , Sweden (1995) at the 5% and 10% levels, respectively.
